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The aluminum production cycle involves mining o 
if 
aluminous ores (mainly bauxite) , chemical refining of the 
“i | 
bauxite into alumina, electrolytic reduction of the alumina 
f 
to aluminum metals, and Subsequent rolling, drawing, extrusion 


A. Demand 


f 


or casting to produce aluminum semi-finished products. In 


this sequence of operations, approximately 4- 5 tons of 


|. 
bauxite yield 2 tons of élumina from which is produced 1 ton 
! 
| 
of aluminum metal. ' . i 


Estimated 1974 United States consumption lof bauxite was 


he 
20 million metric tons. Aluminum usage was ee makes at 
‘ 


5.6 million tons. These figures represent. an ‘increase of 


11% in bauxite demand and a decline of 2% in lumi nun 
| 


consumption. US aluminun demand in the fourth | (quarter of 
1974 was down an estimated 25% over the souren quarter of 
'1973. It is estimated that current demand its asout one-third 
below last year' s level. fi 


: 4 tt 


For: the world in 1973, ae consumption figures were 


estimated to be: bauxite, 70 million tons: aluninum, 14 


million tons. The Stunt consumption data includes 


‘recycled scrap. : <, & if 
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c. Price’ | ! 
Bauxite, alumina ané aluminum exe not traded on 
commodity exch 1enges and only aluminum has a publisted 

price. eleees and alumina transactions are usually 
handled within ‘integrated companies or are basee on long- 
term contracts between vertically integrated aluminum 
companies and those not completely integrated. Published 
aluminum metal prices in the United States have tended to 
be stable for extended periods, having risen from:23¢ per 
‘pound in 1963, to 27.5¢ in early 1974. The effective 
selling nricae’ however, fluctuate aubstentisiny, with 
wide discounts fron published prices during neriods when 
cefining capacity substantially exceeds demand (during 
‘1970-71 when the published price was 29¢ end sales price 
was reported ae low as 22¢ per pound. In contrast to. 
the traditional price erabeitey that has characterized 
the acunenen market, 1974 saw the produéer price increase 


from 27&¢ to 39¢ per pound. | 
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III. Expected Trends Through ‘1980 
A. Demand | ) 


At current relative! prices of products substitutable 
for aluminum, United States aluminum demand 4) etpected 
to increase in excess of '58 annually through isd, The 
tight supply for alumi nun which prevailed this past sunmer 
has now shifted to an sea ate of sharnly rising producer 
inventories and accelerated production cutbacks as a result 
of the sharp drop in naa resulting from the recession 

im 


the country finds itself in. Demand in 1975 may drop by 
‘ 1. m4 


over 9% for the year-assuming demand picks up from its 
I 
current low level late a the second quarter cf the year. 


There should be a sharp rebound in demand in 1976 followed 
ioe is 
by a period of more, even growth of around 7% during 1977-80. 
\! 
If the relative price of aluminum were to double, widespread 


substitution: eveneuet ty would occur, as demand is considered 


; 


to be quite price eenekeiie. In many ep lies: bas magnesium, 


Copper, steel, . Zinc, wood. and BARE Rae could ke used as 


: 


Substitutes for cei depending on relative prices. 
Bauxite demand is directly related to aluminum demand, 
and therefore is ee insensitive to price changes. 
The doubling of bauxite peices last year by mest of the 
major procurers added only about 3¢ per pound to aluminum 
prices and resulted ary a relatively small, ‘amount of 


Substitution for aluminum metal, tI 


a 
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The doubling of bauxite prices (i.e., from an 
i ‘i 
estimated $15 per ren to'$30 per ton at the current price 


of aluminum) by ° hie Caribbean countries, iad nee! little 
effect on US bauxite production for the here tive y years. 
Cost estimates Ladicate that higher bauxite taxes are - 
making non-bauxite ieee taae. competitive with bauxite as 


a source of aluminum. Because of the high cost and 


lengthy time required to ‘develop them, however these 


substitutes ae unlikely ‘to become an important source of 


a 
aiumina in the e108 and, even in the subsequent decade, 


will complement Bit probably not replace bauxite. 
Yar ‘ : i 


_C. Price b iit 
Produc:tion costs of aluminum in the mid-1970s should 
justify a rice of 45-50. cents per Rounds with’ ‘prices 
escalating to 55- 60 cents Pex pound in the late 1970s. 
If the aj,uminum companies had to contend only With increased 


bauxite costs ae coal to be:no doubt they could accommodate 
chee. Wowever, when covpled with dramatic cost increases 

of power, labor, capital) and other raw materials, the final 
cost of aluminum’ in cn ast part of the seosae ay well 


be such that prices, of Br ied will be in the 5~ 60¢ 


} 
range. However , a review of price history of non-ferrous 
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metals shows that there have’ been extended periods when 
iil 
prices have not accurately reflected costs. aheugn, these 


prices seem high by cogs” s standards, and particularly 


when compared to 22-23 cent prices prevailing ' a 1971, 
ed 

| they will be ‘largely ftatehea by competing ee 

\ |! 


t 

that time. i - 
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Iv. International Pauxite. Association i 
eerie eae ene enna | 

A. Position of the Association i} l 


Seven bauxite producing countries -- Australia, Guinea, 
t | ‘I | 
Guyana, Jamaica, Sierra Leone, Surinam, and coe -< 


met in February 1974 to form the International Bauxite 
Association. They subsequently have been joirlea by the 
Dominican -Republic, Haiti, and Ghana. The ter: tember 


organization accounts for over 65% of the world's bauxite 
| ie 


and account for about 80% of the bauxite/alumina trade. 
Jamaica, world! Ss largest bauxite exporter, assumed the 
leadership role in the Association. rh 


In June 1974, Jamaica levied a stiff new :fax that 
i ii 
increased its revenue from around $2 per ton at bauxite 


| 


minec to $15.81 at present aluminum prices. The tax 


* . 


contained a novel feature in that for the firge time 
‘i 
government bauxite revenue is éiieniated as a: ‘share of the 


market value of the average aluminum content dé bauxite 


as determined from US sdeted prices for primary aluminum 


ME ; ij if 
‘ 5 . | : lit 
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ingot. This feature is intended to ensure that Jamaica 
{I i 
benefits from EeSi0G aluminum prices while at the same 
a att 
time providing a £loor anace the tax rate to protect 
i | ‘ ‘f r 
Jamaica from aluminum price declines. f | 
i 
Coming at a time when many bauxite exporting countries 
i | ‘ i : 


were suffering balance-of~payments strains, Jamaica's 
aes F 

apparently successful smpOet tion of the «ax nas spurred 

1 1 


other bauxite exporters to take similar actioit. All 


Caribbean bauxite producers, with the help of Jamaican 
advisors, had by the end of 1974 negotiated new agreements h 
wath the’ aluminum companies along the lines aa ee Jamaican 
fornia: In qenueey 1975 the movement. to increase tax 


ot 


revenues spread outside the Caribbean with the imposition 
of a similar tax by Guinea. 


The association is eae trying to Ean ae the 


revenue the countries get: from the bauxite. the association 


has realized that it sail not impose a single price ‘for all 


a 


bauxite. Instead the executive board is presently trying 


countries bauxite taking account for vatiabie: auch as the 
quality of the bauxite, distance of the deposits from market, 
and mining costs. . | 
B., Possible Reaction i 
The aluminum companies are heavily dependent upon these 


countries for bauxite supplies and in the short run have 
A 


‘ 
t 
H 


Approved For Release 2005/01/10 : CIA-RDP86T00608R000600070009-1 


aaa maaaeny 7 . ey ey 
‘< wn 


i | 
| , 
| ’ 


Approved For i ae a aa Sib RO RSS Topecercmne eg; pees. 
F | 
| 4 
of M4 
little choice but te eeese their demands. Over the next 


several years, however, ‘the companies probably, wild turn 


to countries that currently are not major producers to 


| 
develop new supply sources. Nevertheless, even the’ latter 


probably will follow Janaioa’ S example once ttley oe 


' 


exporters. - : aad i | 


A number of materials are close substitutes for 
: H 


aluminum, including steel, plastic, and copper. wattle in 
the leng run the prices of these materials place a Limit 


on the price of aluminum anes hence, on the price oF bauxite, 


ot 
the availability, price, “eransportacise requirjenents, and 


energy costs of substi tutes must be weighed arore the 


€ecision to bring thei onstréam is made. tH 


Secondary recovery | vould intensify with higher prices, 
though this potential is ‘limited. It is estimated that 


if the price of ain were doubled, the increased aluminum 
a 
supply produced via secondary recovery would increase total 


{ fe 
aluminum supplies by ents 5%. ' 


bf 
‘ 


! 
| 
| 
i 
| 
| 
| 


: 
me ee ep ee 


Approved For Release 2005/01/10 : CIA-RDP86T00608R000600070009-1 


: a : a reer \tewow eee nr faerie, rene cas ee 


